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On Nov. 21 the Brazilian government announced sharp price and tax increases as part of an attempt
to slow domestic demand growth. The expected growth rate for 1986 is a whopping 10 to 11%, a
world record for the second consecutive year. In addition, policy changes include modification of
official calculations for inflation, resumption of minidevaluations, centralization of salary payments
for public employees, and elimination of the 22-year-old National Housing Bank (Banco Nacional
de Habitacao-BNH). The salary centralization scheme is intended to preclude the payment of more
than one salary per employee. Accounts under the BNH were transferred to the Caixa Economica
Federal, which has also absorbed BNH's 8,300 employees. Finance Minister Dilson Funaro said
the aim of price and tax increases was to reduce growth to between four and six percent for 1987.
He also declared the cruzado may be subject to daily minidevaluations in the near future. Funaro
asserted that the administration of President Jose Sarney does not envisage a return to recession,
but that growth must be slowed down. "We just don't have the resources to keep consuming at
the present rate so we're asking the population to postpone some if its consumption and to save
a little more." Changes in the economic adjustment program (Plano Cruzado), in effect since Feb.
28, are motivated in large part by concern over Brazil's declining trade surplus. Until August,
the trade surplus averaged $1 billion per month. Statistics for September showed a $600 million
surplus, while totals for October, said Funaro, are "between $200 and $300 million." During the same
month last year, Brazil realized a trade surplus of $1.113 billion. Thus, domestic demand has been
competing with the means to pay interest on the foreign debt, and to build up foreign exchange
reserves. Central Bank president, Fernao Bracher, said new export incentives and a slowdown of
domestic growth would permit Brazil to obtain an $11 to $12 billion trade surplus in 1987. Prices
for the following products were increased between 30 and 100%: gasoline, alcohol fuel, electricity,
telephone services, postal services, automobiles, liquor, and cigarettes. The government expects
to raise an additional $11.5 billion in revenues. The Plano Cruzado has reduced inflation from
230% in 1985 to 10.2 between March and October this year. Local economists estimated that as a
result of price freezes, the plan has increased consumer purchasing power on the order of 20 to
30%. Industrial production has risen 13% this year, while unemployment has reportedly declined
significantly. (Basic data from UPI, 11/21/86 and NEW YORK TIMES, 11/22/86.)
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